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Preface

This publicationisdesigned to hdp producers evauate new enterprisesfor their farms or family businesses.
It isbased onaset of worksheetsto hdp evduatethe Pr ofitability, Resour ce requirements, | nfor mation
needs, M ar keting decisons, Enthusiasmfor, and theRi sk associated withanew enterprise. PRIMER
isthe acronym for these Sx factors. Thetext of the publicationincludes a discussion of each of thesefactors
aong with someintroductory Y es'No/Maybe questions about each factor. Thereisaso an introductory
score sheet for each factor to get you thinking about the feesibility of a new endeavor. The worksheets at
the end of the publication are more detailed and ask for information or ask questions that need to be
answered before the decisions are made about the new enterprise.

This is not a subgtitute for a whole farm plan, business plan, or marketing plan. Nor does it serve as a
subdtitute for partia budgeting, full-cost enterprise budgeting, or the development of a misson satement
for the business. However, it does hdp the user ask the right questions to evaluate the economics of an
enterprise or profit center within the current business, and it can help in developing al the planning tools
mentioned above.

This publication was designed to work across awide range of crop, livestock, value-added, or service
enterprises. Therefore, some of the worksheets raise questions that may not apply to all enterprises. Users
should talor their responsesto their specific Stuations and use dl available information to make adecison.
Also, the order of PRIMER eements does not mean that enterprise evaluation should flow in sequence
from Profitability to Risk. There is no particular order meant to be implied by this guide. All the issues
should be addressed together as each component influences the others. PRIMER is Smply a convenient
and useful way to present the information.

The text and workshests in this publication are dso avalable on the Agriculturd Economics web page
under Extenson/Publications. The departmental web steiswww.uky.edu/Ag/AgEcon/. Users may want
to makemultiple copiesof the worksheets to evduate different enterprisesor to evauate different scenarios
of the same enterprise.
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Using This Publication

The PRIMER worksheet concept is introduced on page two with a preliminary score sheet for each
element. Circle your most likely response on each score sheet. Add your points from al six score sheets
and see where you fdl in the score sheet summary. This may give you some early indication of whether to
go on.

Each PRIMER section in the text opens with some thought provoking questions. These basic questions
about you, your resources, your preferences, and your potentid are a necessary, and often overlooked,
bass for beginning a more formalized andyss. Check aresponseto each question. If youanswered more
Yes sthanNo's or Maybe's, then you are a good candidate to pursue your options inamoreformdized
and detailed andysis.

Each member of the family who will be affected by a new enterprise should adso answer the questions.
Compare your results. Look for aress of agreement. Beware of potentid conflicts.

Finally, detailed worksheets are found at the end of the publication that alow you to proceed deeper into

your evauation. These PRIMER worksheets ask some specific questions that you need to answer before
“moving ahead.”



Introduction

Kentucky farmers must deal with a number of
guestions as they seek to diversfy their farm
businesses. Farmers often ask, “What can |
produce to sustain or improve profits on my
farm?’ Policy makers and farmers are often
seekingamiraclecrop or livestock enterprisethat
will bring immediate prosperity. The search for
“what” to produce has led many famers to
experiment with new and different crop and
livestock opportunities with varying degrees of
success. Success or falureoftendepends on how
wdl issues beyond the “what” are dedlt with.
Perhaps the maor emphass should not be onthe
"What to produce?’ but on the process of
"How to select the right enterprise for my
farm."

New or expanded enterprises are likely to have
a dffeeent sat of financid, marketing,
management, and policy options than growers
have experienced with traditional enterprises.
Focusng on "How to select the right
enterprise” instead of the "What to produce”
will dlow you to thoroughly evauate a wide
range of options instead of concentrating on a
few "piein the sky" dternatives that might work
for afew producers and fail for many.

The PRIMER Method

School children used to learn to read from a
Primer, a thin book that lad the foundation to a
lifeime of reading. Smilarly, an agriculturd
PRIMER can lay the foundation to evduate a
wide range of farming options.

The letters in PRIMER represent the basic

factorsto cons der whenmaking adecis onabout
new or expanded enterprises for the farm.

M; & stands for profitability,

. stands for resources,

;g represents information,
o

f 4 represents marketing,

gands for enthusiasm, and

g sands for risk.

These gx factors: profitability, resources,
information, marketing, enthusiasm, andrisk
are the basc dements which should drive any
decision to adopt a new enterprise on the farm.



PRIMER Score Sheets

Profitability O
Circle your most likely response

CasnCOW ..ot 10
Probably profitable - just needs alittle

planning ........... . 8
Profitableif | can get some start-up

funds. ... ... 6
Profitable, but easily duplicated and

limtedmarket . ............... ... . ..., 4
Can make aprofit if all the starsline

upright ... 2
Profits unlikely, but still lookslikefun ........... 0

Information O
Circle your most likely response

Resources O
Circle your most likely response

Haveeverythinglneed....................... 10
Need afew minor, low-costitems ............... 8
Missing one important resource, but can

acquireitat someexpense. . ... 6
No experience with enterprise, but can develop

itintime ... .. 4
No experience and needing to acquire some

MO FESOUMCES . . o v v et e e e e eea e e 2
Startingfromscratch ......... .. oL 0

Marketing O

Circle your most likely response

Production & marketinginfowell inhand .. ...... 10 Promising, accessible markets already exist -
people are begging for theproduct ............. 10
Need to do alittlehomework . .................. 8 Accessible markets but will take alittle effort
todevelop ... 8
Need to do afair amount of homework ........... 6 New retailing or cooperative marketing will
No one has ever seen this done here before, have to be developed, but till agood market ... ... 6
but canfindinfoelsewhere ................... 4 It may take some time and $ to help consumers
appreciate the value of this product/service ....... 4
No access to computer, extension or library ....... 2 The market is pretty well saturated with similar
Products . ...t 2
Starting fromscratch ............. ... 0 Sdlingicecubesto ESkimos . .................... 0
Enthusasm O Risk O
Circle your most likely response Circle your most likely response
I can't sleep at night, thisideaisso exciting ... .. .. 10 I’m very comfortable with the return estimates
I’'m excited about it but some in my family relativeto theriskinvolved .. ................. 10
aereluctant ... 8 I’'m reasonably comfortable . .................... 8
It'sasgood an ideaas any of the others|’ve Somewhat comfortable . ........................ 6
comeupwith.......... SEEETTRETRRTIRRRLRE 6 It looks OK, there’sjust alot still unknown ... ... .. 4
| could get excited, but only if it works out I think | could make it, but there are possibilities
farlysoon ................. EEEREEERREEEE 4 for significant 10Ss ............coviviininain... 2
I’'m out at the first sign of rough sailing ............ 2 I’m better off buying alottoticket ................ 0
Why do | even havetodothis? .................. 0
Scor e Sheet Summary O
Very promising, moveahead ..............c i 48-60
Has promise, but will need somework ............................ 38-47

Has promise and some serious hurdles.
Carefully evaluate whether thisisagood fit ................ ... .... 28-37




Profitability

The firgt of the PRIMER factorsis Pr ofitability.
Clearly any new or expanded enterprisemust add
to the overdl profits of the farm.

Question Yes No Maybe
Does this enterprise have promise to deliver large
enough revenue relative to the investment required?

P P

1 1 1

Can | build in special competitive factors that can enable
profitsto be durable over time?

P P P

Isthere a considerable up front cost to be incurred?
T T T

Can | set specific, measurable, attainable profit goals for
this enterprise? T T T

New enterprises should be budgeted closdy with
estimates of costsand returns. Many proponents
of new or unique enterprises tend to be overly
optimigic about potentid returns. The kind of
questions to ask about a budget incdlude: "What if
pricesare 25% below these estimates?’, "What if
some disease or wegther factor cuts my yied by
athird?', "What if it takes twice asmuchlabor as
I've anticipated?’ These types of questions can
hep evauate both the rdative profitability and
riskiness of the enterprise.

Profitability canbeidentified by deducting various
kinds of expenses from total estimated revenue.
The PROFITABILITY WORKSHEETS (found at the
end of this publication) begin with estimating a
total revenue amount as the total yidd times the
expected price. This can be estimated on a per

acre, per head, or whole faam basis. The total
revenue amount, of course, can vary widdy, and
will need to be revisited when we come to the
marketing and risk worksheets. Still, an estimate
of total revenue needs to be made usng the best
informationavailable onwhat can be expected for
yield and price to the farmer.

The PROFITABILITY WORKSHEETS provide afirst
esimate of the leve of profitability by subtracting
cash costs from the total revenue. 1t is generdly
helpful to organize these cash costs by category,
such as fertilizer, feed, utilities, hired labor and
marketing costs. It is dso helpful to compare
returns over these cash costs when considering
severd different enterprises.

This provides us with only part of the picture,
however. Thereare additiona coststhat arevery
red, induding loan payments, the use of
equipment, buildings, and other long term assets,
family labor, management, and risk taking.
Enterprises can vary widely relative to these
additiond cogts. If the budget is constructed on a
per unt basis, be sure to multiply by the
anticipated number of units to see if tota returns
will be adequate to make |oan payments, to pay
fixed costs, and offer a return to family or
operator |abor over the long run.

Other profitability factorsto consider arelengthof
run and compardive advantage. A new
enterprise with a payoff in five years may look
good drictly from a profitability standpoint but
may not pay the bills between now and then.
Some agricultural  enterprises  have short
productions cycles while others may require
months or years to achieve profitability. Fruit
crops, Chrigmas trees, specidty timber, and
other amilar enterprises can involve sgnificant
cash outlays in the initid establishment phase.
Intensive management may be required during the
early deveopment phase. Cash revenue from
future harvests may not be returned to the



investment for years. The second
PROFITABILITY WORKSHEET iS provided to
estimate both annual and long run cash flow.

The income needs and debt loads of the farm
figure heavily into the choice of enterprises.
Alternatives for which a farm or a region has
some reldive advantage in production or lower
cogsismore likely to be successful.  Identifying
some geographic, climate, or cost advantage will
help identify good aternatives or weed out bad
dterndives.

Resour ces

Thesecond PRIMER factor isResour ces. New
or expanded enterprises often require new or
expanded resources.

Question Yes No Maybe
Is this enterprise adaptable to my area?
T T T

Do | have experience with this enterprise?
T T T

Do | have, or can | get, the resources to produce this
product? T T T

Are highly specialized resources required that have
limited alternative uses? T T T

A new enterprise may require invesment in
mechinery, buildings, or land. Labor and
management requirements may be different for
new enterprises. Farmers dready producing
labor intendve crops often look toward other
labor intensve enterprises as supplements or
aternatives. New enterprises with labor
requirements that complement rather than conflict
with the [abor peaks of current farm enterprises
may fit wel tokeep laborers more fully employed.
The best resource Stuation for new or expanded
enterprisesiswhenexisingresources can be used
or adapted. Lage invesments in capitd
resources for untried or risky dternativesmay not
bewd| received at the lender's desk, especidly if
they are highly specidized. If current resources of
land, labor, and capita can be used, thenthe risk
of entering into anew enterprise is reduced.

The RESOURCES WORKSHEET provides a
framework for organizing an I nventory of current
and needed resources for a potentia new
enterprise. Land, buildings, machinery, start-up
capita, and labor are each ligted as resources to
consider. Additiona resources may need to be
consdered in this worksheet, aswel. Long-term
inventory, such as seedlings, may be required.



Congtructionof certain structures, suchas ponds,
trdlises, or fencing may need to take place
before production begins. The inventory of
resources that need to be purchased should
include, to the extent possible, an identification of
the source of the resource and an estimate of the
Cost.

Managerid ability and experience are difficult
resources to measure or to acquire easily and
quickly. Management includes planning and
organizing skills. These can be learned. Staffing
and drecting <kills are important if new
employees are to be hired and trained. Carefully
congder the management intengity leve of any
new enterprise. Enterprises for which timdiness
and high levels of production skills are important
will require corresponding high levels of
management.

Labor is often one of the limiting resources when
examining the feaghility of a new enterprise. The
RESOURCES WORKSHEET provides a way to
compare labor needs with current resources and
to plan for any additiond hired |abor that may be
necessary on a month-by-month basis.

Use the Activities Map and the Labor
Availability and Requirements components of
the worksheet to assess labor needs. Complete
the Activities Map to determine the timing of
various tasks.

The labor worksheet begins with an estimate of
avalable family and hired labor. Each full time
hired worker can be expected to provide
between 160-200 hours per month. Labor
requirements for current farm enterprises should
then be deducted from the total labor available
each month. This provides an esimate of the
labor available for new or additiona enterprises.
The next row in the worksheet cdls for an
estimate of the labor demands anticipated for the
new enterprise.  Subtracting the new labor
required from the current |abor available should
provide an egimate of the amount of additiona
hired labor that will be required and the period
during which it will need to be available.



I nformation

The | in PRIMER is for Information. Quality
informationis critica for mekinggood decisonsin
any enterprise.

Question Yes No Maybe
Do | have the “know how” to produce and sell this
product? T T T

If I don't “know how”, do | know who to ask?
T T T

Am | willing and able to approach different people for
advice? T T T

Does market research and development appeal to me?
T T T

Is most of the production information readily available?

Good information about unusud or exotic
dternatives may be scarce and expensive. In
fact, an dternative enterprisefor some producers
is providing information, for a fee, to other
interested parties.  The more unusud the
enterprisethe lesslikdy that conventiona sources
will be able to meet the need for technical or
economic information. Farmers have benefitted
from severd generations of highquality, research
based information deivered through the
Cooperative Extenson Service into every county
inthe state. Kentucky Extension agents are well
informed, but they shouldn't be expected to be
experts on every one of hundreds of agricultura
dterndtives. Private or trade organizations may
be dternative sources of information, but
membership or conaulting fees should be
anticipated.

An inventory of useful information sources for a
particular enterprise can become a vaduadle
resource in its own right, and can gregtly ad in
on-going management  decisions. The

INFORMATION WORKSHEET provides a means
for organizing key informationsources by subject
meatter area; production resources, financid
resources, and marketing resources.

There are severd sources that can provide a
wesdlthof informationoneach of theseareas. The
worksheet dlowsthefarmer to compile aliding of
key people with specia knowledge of the
enterprise, induding other farmers, agents and
gecidids, and others. Trade shows and
asociations can  aso provide vauable
information, and may be offered on a state,

regiond or nationa level. Computer web sitesand
Internet communications can provide specidized
information from around the world. While this
information may need to be altered to adapt to
current growing and resource conditions, it can
a 50 be used to access awide range of expertise.

Maintaning accurate and current information,
induding detailed record keeping systems, should
be consdered a cost of taking on a new
enterprise. It usudly takes sometimeto develop
the management expertise required to bring the
enterpriseto itsprofit potentid. Good information
management, which incudes knowing how to
efficdently gft through the mountain of potentialy
useful information, can speed the farmer toward
better decisons with respect to enterprise
development.



Marketing

The M in PRIMER is for Marketing. This
component islikely the key to success or falure
of any new enterprise.

Question Yes No Maybe
Am | willing to spend as much effort in marketing as in
production? T T T

Is “sdling” a new product to a customer something I'm
comfortable with? T T T

Ishaving people “drop in” at the farm something
| can tolerate? T T T

Are there several promising customers that could be
pursued? T T T

Will | have to do the mgjority of the marketing?
T T T

Will it require a lot of effort to prepare the product for
market? T T T

Many farm products have typicdly been sold as
commodities rather than marketed with a view
toward devedoping greater vaue ddivery and
profit opportunities. A commodity marketing
drategy may be difficult to sustain for certain
dternative enterprises, especidly those that may
involve specidized market channds.  Many
dternative enterpriseshavelimited sales potentid,
emphagzing smdl, niche markets that may be
quickly oversupplied if too many producers enter
the market. These are cdled "thin markets' and
thin markets are susceptible to wide price swings
with over and underproduction. Often the most
successful niche marketers are those who
zedoudy devel op and guard their market outlets.
Skill inmarketing will often bethe most important
success factor in the sustainability of a new
enterprise.

Sdes and communication skills, good customer
relationships, cooperation with other producers,
and a determination to successfully develop an

enterprise are dl resources good marketing
people depend on. These resources can be
developed, but may require some time and
patience. Truly different and innovaive
enterprises will likdy involve a commitment to
product and market development; working with
cusomers to communicete the features and
benefits of the product.

Another key factor inmarketing productsincudes
product differentiation. Manufacturers of most
consumer goods recognize the importance of

seiting their product apart from dl others by the
use of brand names, advertisng, qudity
differences, and other digtinctive fegtures of their
product that consumers especidly vaue. Smilar
opportunities exis to differentiste  many
agricultura  products.  Careful research on
customer/consumer preferences can reved some
of the more promising unique product features
that can be developed. Continuous product
improvement, buildingthe marketing effort around
valued product fegtures, and havingawell defined
market plan may be the difference between the
ultimate success or failure of the enterprise.

Vdue added is a general concept that involves
developing a product beyond the commodity
stage. Product differentiation can be related to
this. Many opportunities often exist to add value



to a paticular product. Processing, storing,
packaging, delivery and other services, offering a
range of product qudities, and bundiing withother
products are each examplesof ways farmers can
create a greaster vaue to certan kinds of
products. Customers vaue additiona festures
that are added to the basic product. In many
casesthe farmer isinagood positionto add vdue
to a product, and can do so profitadly.
Remember, however, the cost of adding vaue
must be lower than the added vaue to increase
profits.

Not dl marketing channds are the same or offer
opportunities

A e

consstent with
5 *‘::;;z-*; the gods the
farmer may
PR A ) | have for an
?—[0%2 li_: ‘| enterprise.
-+ | Wholesale,

Sakaveariae e | 7o | retall,  coops,
- contracts, and
direct sales

(on- or off-
farm) are just
some of the
outlets that may
beavailable. There areunique benefitsand costs
associated with each channd, and each channd
must be evauated for its current marketing
suitability and profit potentid.

The fird MARKETING WORKSHEET dlows the
famer to rate some market factors and
opportunities. The second worksheet helps
explore market development needs and vaue-
adding opportunities. The third worksheet asks
about some additiona product considerations.

The find MARKETING WORKSHEET dlows for
comparison of several different markets.
Wholesae markets, larger vadlumedistributionand
sdes to firms that resdl and reditribute the

product to retailers, are quite different fromdirect
farmer-to-consumer or on-farmkinds of markets.
Many different marketing channels exist, each
with didinctive product and service needs,
opportunities, and chalenges. Specificwholesde
markets can indude sdling through brokers,
marketing cooperatives, or other individud firms
that dea with a variety of retallers.  Direct
marketscanincludefarmer-to-retailer, inditutiond
markets, such as restaurants, hotels, hospitds,
schools, and businesses, and farmer-to-consume,
such as farm markets or subscription delivery.
There are additional innovetive ways to market
product right on the farm, including pick-your-
own and entertainment farming.

The worksheet should help assessthe advantages
and disadvantages of various marketing channels.
Each channd will have various festures
commending it, but will dso have certan
limitations. Different marketing channes may be
more suitable for different stages of the long-term
enterprise development process. The proximity
of the farm to a market, the reputation of key
firms or persons involved, and the degree of
farmer-customer interaction can each be key
festures toward evaluating the relative
attractiveness of the different channds.

There are typicdly a variety of fees tha
correspond to the different channels. Gain full
knowledge of these fees while developing a
marketing strategy.

Prices received by the grower often vary widdy
across marketing channels. Research onhistorica
prices, trends, and reasonabl e estimates of upper
and lower bounds should be included here. It
may be difficult to get good price information for
truly unique products that have little market
history. Still, did oguewith prospective customers
in selected markets should provide means for
meking an estimate. A reasonable assessment of
the sales valume that could be moved through
different channds will help to identify a tota



revenue estimate. The tota revenue potentia
from on-farm sales of a product may be quite
limited compared to the potentia of amarketing
cooperative despite the higher pricethat might be
found through on-farm sdes.

Partners should be chosen carefully for any
busness venture. Many new enterprises are
inherently risky. Finding firms or partnerswith a
higory of successful marketing experience can

minimize some of the marketing risk. Growth
potentid within a particular marketing channel
should also be considered and compared to the
growthobjectivesand goal the farmer has for the
enterprisein generd.

Differet marketing channds offer different
degrees of vaue-adding opportunity for the
farmer. Thismay be an important consideration
inwhichmarketing channel tochoose. Long-term
gods for the product may eventudly include
additional processing, packaging, developing
additiond related products or movinginto related
but different market channels. The marketing
worksheets indude sections for identifying
promising value-adding opportunities comparing
these across different marketing channedls.

A good marketing program will feed knowledge
about key consumer preferences back into a
product improvement program. Quality
improvementsthrough new variety research, new
production or processing techniques, or better
post-harvest handling can trandate into a strong
market development program. Product
development thet isresponsve to customer needs
builds in a competitive advantage for the
enterprise. Partnersthat can assist inthe on-going
product development process need to be
identified.

The creation of new market opportunities may
require partnership withother producers. Certain
market channds may require larger volumes or
longer season ddiveries than can be provided
fromanindividud operation. Steady marketsthat
pay wel can be developed in many cases when
desired ddivery volume, timing, and qudity can
be worked out. This may involve joint marketing
efforts through newly formed cooperatives or
associaions. The development of these markets
can be criticadl when smaler direct farmer-to-
consumer markets become saturated.



Enthusiasm

The E in PRIMER stands for Enthusiasm. It
perhaps could aso stand for emotion or
entrepreneuria ability.

Question Yes No
Isthis something | will enjoy doing?
T T T

Maybe

Is there enough variety in the production and marketing
activity to keep thisinteresting?
T T T

Isthis something | can get better at with practice?

Few endeavorsin life or in busness are going to
be successtul if enthusiasm is missng from the
equation. Liking what you do is a key to being
good at it. On the ENTHUSIASM WORK SHEET ligt
three good reasons for sating up your new
enterprise. You may have more than three, but
you should have at |east three good reasons.

In the optimism of planning a new enterprise, it
may bedifficult to think of reasons for getting out
of business. However, nowisthe time to set some
benchmarks that would help you know wheniit's
timeto cdl it quits. Weeks, months, or evenyears
into an endeavor your judgment may be clouded
by the investment of time, dollars, and emation
that has gone into your enterprise. Sunk costs
never provide a very good bass for decision
meaking, but sunk costs dong with astrong dose
of pride and tradition have kept many farmersin
business long after the economic conditions have
suggested otherwise.

Onthe ENTHUSIASM WORK SHEET lig three good
reasons for getting out of (or not getting into) this
enterprise. During the evauation stage you are
likely to be as objective as you will ever be. Give
serious thought to thesereasons and keep themin
mind should the enterprise not turnout to be quite
as good as expected. Remember that while
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enthusasmand strong emoations can be beneficia
as mativationd factors, strong emotional tiesto an
enterprise can dso cloud the objective judgment
of the best managers.

The find component of the ENTHUSIASM
WORKSHEET is a liging of goals for the new
enterprise. While the goa exerciseis found near
the end of the PRIMER workshedts, it redly
suggests one of the firgt questions that should be
asked of any new endeavor, “Why do | want to
do this?’ A good set of specific, measurable, and
atainable gods will hdp answer this question.
There should be short, intermediate, and long run
godsfor the enterprise and these goals should be
reviewed at least annudly to assess progressor to
dlow for revison.

P

Enthusasm and progress toward gods can
sometimes be difficuit to observe or measure.
However, successful managers dmost aways
have a clear picture of where they are headed,
they enjoy what they do and, they work hard at it.



Risk
The find R in PRIMER is for Risk. This may
include production, financid, or marketing risk.

Question Yes No
Isthis enterprise adaptable to my area?
T T T

Maybe

Are there dgnificant sources of production risk?
T T T

Are there significant sources of financial risk?

Are there significant sources of marketing risk?
1 1 1
Many new enterprises or modifications to
conventiona enterprises are often referred to as
dterndive enterprises. Alternaive enterprises
differfromtraditiona, or conventiond, enterprises
inthat they are usudly subject to more production
and market risk. These risks aso trandate into
fineandd risk as lenders view nontraditiona
enterprises as greater credit risks. In addition,
few dtenaive enterprises have the risk
dampening effects of government programs to
offset wideswingsinproductionand price. There
may be legd risksassociated withnew enterprises
in the form of licenang and taxing requirements
adong with locd, state, or federa regulations.
Human risks reating to liability issues, labor
quaity and quantity, and managerid ability should
also be considered.

Riskier enterprises risk

require different
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management strategies. Divergfication, irrigation,
insurance, marketing plans, contracts, credit
reserves, and low debt loads are only a few
srategies that should be consdered in evauating
and adopting new enterprises. Keegp in mind that
the more unusua or obscure the enterprise, the
riskier it will be. The RISk WORKSHEET suggests
some production, financid, and market risks that
should be considered. Some strategy should bein
place to deal with each of the risks that are
associated with the new enterprise.



Conclusion

Successful farmers have dways identified the
enterprisesthat offer themthe best combinationof
profit, stability, and satisfaction for the resources
avalable on ther farm. Successful farmers will
continue to seek and find the next best dternative
avalable to them. It may be an established
enterprise with improved management practices
or it may be a completdy new enterprise with
new information requirements, new marketing
kills, new risks, and new management practices.

The PRIMER evduation method isatool to hdp
farmers select the right enterprisesfor tharr farms.
However, an understanding of these factors will
also asss educators, lenders, policy makers, and
agribusinesses as they support or participatewith
the farmersin new endeavors. Farmers will not
be the only ones affected by new dternatives.
Extenson and voceationa educators will also be
caled onfor information about new and different
enterprises. Lenderswill be asked for investment
capital for enterprisesabout which they have little
knowledge of the production or marketing risks
involved.
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Policy makers will need to understand the
implications of new farm productswithlittle or no
history in the public policy arena and a limited
base of support. Farm input suppliers and
purchasers of products will likely be faced with
broader inventories and amore diverse dientde
withawider range of needs and desires than ever
before. Information demands from dl these
groups will incresse as Kentucky agriculture
becomes even more diverse.

Farmers, educators, lenders, agribusinesses, and
policy makerswill be required to evauatethe new
production, market, and policy implications of a
changing Kentucky agriculture, whatever the
future holds. The PRIMER method is one tool to
ad that evaluation.



Appendix - PRIMER Worksheets

PROFITABILITY 1. enterprise budgeting

PROFITABILITY 2: annual and long run cash flow budgeting

RESOURCES: inventory, activities map, and labor flow

INFORMATION: sources and costs

MARKETING 1: rating market factors

MARKETING 2: market development

MARKETING 3: additional product considerations

MARKETING 4: market channds

ENTHUSIASM: goals and justification

RISK 1: production and financial risk

RISK 2: market risk
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A PRIMER for selecting enterprises for your farm

Profitability Resources Information Marketing Enthusiasm Risk

PROFITABILITY 1

Use this worksheet to estimate a budget for the proposed enterprise on a per acre, per head, or
whole enterprise basis. This generic budget worksheet can be used for crops or livestock.

Gross Returns

Amount I | times Price equals
Cash Costs
Quantity
Seed times Price equals
Fertilizer times Price equals
Lime times Price equals
Pesticides times Price equals
times Price equals
times Price equals
Feed times Price equals
Vet supplies times Price equals
Mineral times Price equals
times Price equals
Fuel times Price equals
Electricity times Price equals
Water| times Price equals
times Price equals
Hired Labor times Price equals
Machine Hire times Price equals
times Price equals
Mkt. Fees times Price equals
Packaging times Price equals
Transportation times Price equals
times Price equals
times Price equals
times Price equals
times Price equals
times Price equals
Total Cash Costs

Gross Returns minus Total Cash Costs equals Return over Cash Costs |

This is the amount left over to pay loan payments, depreciation on capital assets, investment on
owned capital, payments for family labor, and a payment for management and risk taking.



A PRIMER for selecting enterprises for your farm

| Profitability

Resources

Information

Marketing

Enthusiasm

Risk

PROFITABILITY 2

Use this worksheet to estimate the amount and timing of cash flowing into and out of the business. One table is for a typical year, the other is for projects whose cash flows will vary each year.

Annual Cash Flow Budget (Typical year)

Item

Feb

Mar

May

Jun

Jul

Aug

Sep

Oct

Nov

Dec

Beginning Balance

Product Sales

Service Revenues

Capital Asset Sales

N jojags v

Total Cash Inflow

Purchased Inputs

9 Labor

10 Utilities

11 Capital Asset Purchases

12

13

14 Total Cash Outflow

15 Net Cash Flow (7 minus 14)

16 plus Load Proceeds

17 minus Load Payments

18 Ending Balance
Long Run Cash Flow Budget for Multi-Year Projects
Item ear 1 ear 2 ear 3 ear 4 ear 5 ear 6 ear 7 ear 8 ear9 ear 10 ear 11 ear 12

1 Beginning Balance

2 Product Sales

3 Service Revenues

4 Capital Asset Sales

5

6

7 Total Cash Inflow

8 Purchased Inputs

9 Labor

10 Utilities

11 Capital Asset Purchases

12

13

14 Total Cash Outflow

15 Net Cash Flow (7 minus 14)

16 plus Loan Proceeds

17 minus Loan Payments

18 Ending Balance




A PRIMER for selecting enterprises for your farm

Profitability

Resources

Information

Marketing

Enthusiasm

Risk

REOURCES

Use this worksheet to inventory available resources and to estimate resources to be purchased or hired.

Inventory

Item

Amount/Size/Capacity

Currently

To Be Purchased/Hired

Available

Source Cost

| and

Bldg/Facilities

Machinery

Water

Start-up Capital

Human Resources

Mgt Ability

Mkt Ability

Experience

Activities Map

Place an X in the appropriate time period

Task Jan
Planning/Start up

Feb Mar Apr

May

Jun Jul

Aug Sep Oct

Nov

Dec

Site Preparation

Production

Harvest

Marketing

Clean up

Labor Availability and Requirements

Labor (hours) Jan
Total Available Family
and Hired Labor

Feb Mar Apr

May

Jun Jul

Aug Sep Oct

Nov

Dec

Current Labor Requirement

Balance Available
for New Enterprise

Labor Requirement
for New Enterprise

Surplus or Deficit




A PRIMER for selecting enterprises for your farm

Profitability Resources Information Marketing Enthusiasm Risk

INFORMATION

Use this worksheet to determine information needs, available sources, and potential costs of information.

Production information: Books, extension publications, magazines, Internet, etc.
Description Source Cost

Financial Information: Balance sheets, income statements, cash flow budgets,etc
Description Source Cost

Marketing Information: Potential outlets, input suppliers, price trends, etc.
Description Source Cost

Human Resources: Consultants, specialists, attorneys, veterinarians, etc.
Name Address Phone Cost

Educational opportunities: Trade shows, Extension meetings, short courses, etc.
Description Date Location Cost




A PRIMER for selecting enterprises for your farm

| Profitability Resources

Information

Enthusiasm

Risk

MARKETING 1

Rate the following market factors or opportunities on a scale of 1 to 7

Market saturation

Consumer awareness

Premium for KY product

Regulation, inspection, grading

Existing grading and distribution
infrastructure

Opportunity for branding

Opportunity for service add-ons

Opportunity to differentiate
product

Little or none

Considerable

1

6

Little or none

Considerable

1

6

Little or none

Considerable

1

6

Little or none

Considerable

1

6

Little or none

Considerable

1

6

Little or none

Considerable

1

6

Little or none

Considerable

1

6

Little or none

Considerable

1

6




A PRIMER for selecting enterprises for your farm

| Profitability Resources Information Marketing

Enthusiasm

Risk

MARKETING 2

Market Development
Is this product relatively new to most consumers within your targeted markets?

List the top three factors necessary to strengthen this product within your targeted market.
1.

2.

3.

Will you need to be involved in consumer product promotion or education?
If so, what approaches may be useful to build consumer awareness and interest in your product?

What partners may have a shared interest in developing market opportunities for this product?
Other producers, local retailers, consumer groups, others?

Is market development dependent on shared marketing with other producers?
Where might there be opportunities for cooperative effort?

Are you willing to work with other producers to develop new market opportunities?

Value-Adding Opportunities
What are the three most promising value-adding opportunities that you may eventually pursue?
1.

2.

3.




A PRIMER for selecting enterprises for your farm

| Profitability Resources Information Marketing Enthusiasm

Risk

MARKETING 3

Additional Product Considerations
What special quality considerations do you anticipate will be expected from your major targeted markets?

What opportunities are available to improve features of the product through on-going product development?

Where are product improvements likely to come from? University research? Own farm research? Other?

Is the success of this product dependent on consumers recognizing distinctive features about the product?

Identify the three features you think customers/consumers value the most about your product
1.

2.

3.

How are these features promoted?




A PRIMER for selecting enterprises for your farm

Profitability Resources Information Marketing Enthusiasm Risk I
MARKETING 4
Use this worksheet to compare alternative marketing channels
TARGET MARKETS
Product & Market On-Farm/

Characteristics

Wholesale Markets

Direct Markets

Pick-Your Own

Location
Key Firm(s)

Number of farmer/customer
transactions per year

Daysl/year devoted to marketing

Marketing Fees ($ total)
Storage

Packaging

Handling & delivery
Advertising

Insurance (marketing related)
Licensing/Legal Fees
Membership fees

Other

Total Marketing Fees

Prices

Historical average (3-5 yrs)
Lower bound

Upper bound

Target sales volume (units)
Total revenue potential

Market Reliability
Years firm or market has
been established

Growth potential

Value-Adding Opportunities
for the Farmer
(limited, some, many)
Additional customer services
Special packaging
Delivery
Processing
Preserving
Special promotion
Other




A PRIMER for selecting enterprises for your farm

| Profitability Resources Information Marketing Enthusiasm

Risk

ENTHUSIASM

Use this worksheet to determine how bad you want to get in and how bad you want to stay in

List three good reasons for getting INTO this enterprise

1.

.

B.

List three good reasons for getting OUT of (or not getting into) this enterprise

L.

.

B.

List your specific goals for this enterprise

st Year

Within 5 Years

10 Years




A PRIMER for selecting enterprises for your farm

| Profitability Resources Information Marketing Enthusiasm Risk

RISK 1

Use this worksheet to anticipate what can go wrong and what can be done about it

Production Risks
Is this enterprise sensitive to sudden changes or extremes in weather conditions? If so, how?

Local climate conditions you should know for your location:

Spring Fall
50% Frost probability date
10% Frost probability date
Average annual rainfall | |
Average monthly rainfall Jan Feb Mar Apr May Jun Jul Aug Sep Oct Nov Dec

Describe your strategy for dealing with a prolonged drought.

What are your major weed, insect, or disease problems?

What cultural, mechanical, or chemical control practices are available?

Will you need to use any restricted use pesticides? Do you have a current pesticide certification card?

Will the success of the enterprise be jeopardized if a particular machine or implement breaks down at a key time?

Do you have access to backup equipment?

Is the enterprise dependent on the availability of reliable seasonal labor?

Financial Risks
How much capital will be borrowed? | |
What are the terms of the loan?
Length
Interest rate
Periodic payment

How long will it take for profits from this enterprise to payback the initial investment cost? |

Financial measures you should know for your business:
Liquidity ratio
Debt/Asset ratio
Return on Assets
Net Farm Income
Repayment Capacity

Are other enterprises or off-farm income available to offset negative cash flows due to crop failure or low prices?




A PRIMER for selecting enterprises for your farm

| Profitability Resources Information Marketing Enthusiasm Risk

RISK 2

Use this worksheet to anticipate what can go wrong and what can be done about it

Financial Risks (con't)
What are the liabilities you expect to be exposed to in development of this enterprise?

What level of insurance coverage (and at what cost) will you need for this enterprise?
Crop production Liability Worker's Comp

Crop revenue Property Unemployment

Market Risks
How much seasonal price variability exists for your product? What are the seasonal high and low prices?

What is the duration of high and low prices?

Are you trying to target a market window (peak price)?

If so, what factors appear to create this market window?

Is your product perishable?
If timely harvest and/or handling and storage after harvest are critical to quality and price, what measures
can be taken to maintain quality?

What recourse do you have for default on payments for product sold?

Are food safety concerns an issue?

Can you identify critical control factors to ensure food safety?

Are livestock wastes or by-product disposal a concern?

Are waste management and water quality plans in place?

Calculate your break-even price needed to cover cash costs. Divide the cash costs from the PROFITABILITY
WORKSHEET by the amount of product produced to determine the break-even price per unit.

Cash costs from PROFITABILITY WORKSHEET
divided by the amount of product produced
equals break-even price to cover cash costs

Does the market consistently offer a price above this break-even price?

Will your estimated market price cover these cash costs and leave enough to pay debts, depreciation, and
an adequate return to family labor?




